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AFFIRMATION

I, Randall Chafetz, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedules pertaining to Mitsubishi UFJ Securities (USA), Inc. (a wholly-owned
subsidiary of Mitsubishi UFJ Securities Co., Ltd.) at December 31, 2007 and for the period March 1, 2007 to
December 31, 2007 are true and correct. [ further affirm that neither the Company nor any principal officer or
director has any proprietary interest in any account classified solely as that of a customer.

/Md/%/%ebmary 26, 2008

Mr. Randall Chafetz Date

Chief Operating Officer
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This 26th day of February 2008 ANE GOTTON NOVAK

“rulwry Public, State of New York
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
Mitsubishi UFJ Securities (USA), Inc.

We have audited the accompanying statement of financial condition of Mitsubishi UFJ Securities (USA), Inc.
(the “Company”) (a wholly-owned subsidiary of Mitsubishi UFJ Securities Co., Ltd.) as of December 31,
2007, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This financial
statement 1s the responsibility of the Company's management. Our responsibility is to express an opinion on
this financial statement based on our audit.

We conducted our audit in accordance with generally accepted auditing standards as established by the
Auditing Standards Board (United States) and in accordance with the auditing standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statement is free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its internal
control over financial reporting. Our audit included consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statement, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the financial
position of Mitsubishi UFJ Securities (USA), Inc. {(a wholly-owned subsidiary of Mitsubishi UFJ Securities

Co., Ltd.) at December 31, 2007 in conformity with accounting principles generally accepted in the United
States of America.

DlotFe g Tocte (P

February 26, 2008

Member of
Deloitte Touche Tochmatsu




MITSUBISHI UFJ SECURITIES (USA), INC.
(A whoily-owned subsidiary of Mitsubishi UFJ Securities Co., Ltd.)

STATEMENT OF FINANCIAL CONDITION
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DECEMBER 31, 2007 105
ASSETS

Cash and cash equivalents $ 10,496,570
Cash and securities deposited with clearing organization or 1,543,112

segregated under federal and other regulations or requirements
Securities purchased under agreements to resell
Receivables:

Brokers, dealers and clearing organization

Customers
Affiliates
Interest receivable

Furniture, equipment and leasehold improvements, at cost (less accumulated

depreciation and amortization of § 4,538,524)
Deferred tax asset
Other assets

TOTAL ASSETS
LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES:
Short-term borrowings
Securities sold under agreements to repurchase
Payables:
Brokers and dealers
Customers
Affiliates
Interest payable
Accrued expenses and other liabilities

Total liabilities

STOCKHOLDER’S EQUITY:
Common stock, no par value -
2,000 shares authorized, 690 shares outstanding
Retained earnings
Total stockholder’s equity

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

See notes to statement of financial condition.

2,898,414,512

194,047,565
986,828
7,705,045
3,021,353

6,482,088
826,489
. 1,428,465

$ 3,124,952,027

$ 425,000,000
2,424,986,973

168,075,190
7,435,189
1,047,864
2,371,222

11,291,231

3,040,207,669

69,000,000
15,744,358

84,744,358

$ 3,124,952,027




MITSUBISHI UFJ SECURITIES (USA), INC.
(A wholly owned subsidiary of Mitsubishi UF.J Securities Co., Ltd.)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2007

1. ORGANIZATION AND BUSINESS ACTIVITIES

Mitsubishi UFJ Securities (USA}, Inc. (the “Company”) is a wholly-owned subsidiary of Mitsubishi
UFJ Securities Co., Ltd. (“MS™), a publicly traded company in Japan. MS, in turn, is a wholly-owned
subsidiary of Mitsubishi UFJ Financial Group, Inc. The Company is registered as a broker-dealer
pursuant to Section 15b of the Securities Exchange Act of 1934 and is a member of the Financial
Industry Regulatory Authority (formerly the National Association of Securities Dealers, Inc.).

In its capacity as a securities broker-dealer, the Company engages in collateralized financing and
securities borrowed transactions, domestic and foreign equity securities transactions as agent, principal
and agency transactions in debt securities, private placements, and investment banking activities.

In June 2007, the Company changed its year-end to December from February. This was effectuated to
‘bring all the broker/dealer entities within the MS group to the same year-end date.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates - The preparation of the statement of financial condition in conformity with
accounting principles generally accepted in the United States of America (“GAAP”) requires the
Company to make estimates that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the statement of financial condition. The Company
believes that the estimates utilized in the preparation of the statement of financial condition, primarily
relating to compensation and taxes, are prudent and reasonable. Actual results could differ from these
estimates.

Securities Transactions - Customner securities transactions are recorded on a settlement date basis.
Principal securities transactions are recorded on a trade date basis.

Cash and Cash Equivalents - The Company defines cash and cash equivalents as overnight time
deposits and short-term highly liquid investments with original maturities of three months or less at the
time of purchase.

Cash and Securities Deposited with Clearing Organization or Segregated under Federal and Other
Regulations or Requirements - Cash deposited with clearing organization represents funds deposited
with the Fixed Income Clearing Corporation. Also included are funds and qualified securities
segregated In a special reserve account for the exclusive benefit of customers pursuant to Rule 15¢3-3
of the Securities and Exchange Commission (“SEC™).

Securities Purchased Under Agreements to Resell and Securities Sold Under Agreements to
Repurchase - Securities purchased under agreements to resell (“reverse repurchase agreements™} and
securities sold under agreements to repurchase (“repurchase agreements™), principally U.S. government
and federal agency securities, are treated as collateralized financing transactions and are carried at the
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amounts at which the securities will be subsequently reacquired or resold as specified in the respective
agreements. It is the Company’s policy to generally take possession of securities purchased under
agreements to resell at the time such agreements are made. The Company’s agreements with
counterparties generally contain provisions allowing for additional collateral to be obtained, or excess
collateral returned, when necessary. In the event the market value of such securities falls below the
related agreement to resell at contract amounts plus accrued interest, the Company will generally
request additional collateral.

Reverse repurchase and repurchase agreements are reported on a net-by-counterparty basis, when
applicable, pursuant to the provisions of Financial Accounting Standards Board (“FASB”) Interpretation
(“FIN™) No. 41, “Offsetting of Amounts Related to Certain Repurchase and Reverse Repurchase
Agreements.”

Securities Borrowed - The Company enters into securities borrowed transactions primarily to obtain
securities for settlement. Securities borrowed transactions require the Company to deposit cash or other
collateral with the lender.

Derivative Instruments - All derivatives, primarily exchange-traded futures, are recognized on the
Statement of Financia! Condition at their fair value. The reported receivables (unrealized gains) and
payables {unrealized losses) related to derivatives are reported in receivables from and payable to
brokers, dealers, and clearing organization.

In the normal course of business, the Company trades in derivative products (interest rate futures). At
December 31, 2007, there are no open positions in derivative instruments.

Interest Receivable and Payable - Interest receivable and payable consist mainly of interest accrued on
repurchase agreements, reverse repurchase agreements, and securities borrowed.

Furniture, Equipment and Leasehold Improvements - Furniture and equipment are recorded at cost
and are depreciated on a straight-line basis over the estimated useful lives of 3 to 6 years, and leasehold
improvements are amortized on a straight-line basis over the lesser of the economic useful life of the
asset or, where applicable, the remaining term of the lease. At December 31, 2007, furniture, equipment
and leasehold improvements consist of the following:

Accumulated Net

Cost Depreciation Book Value

Furniture & Fixtures $ 1,202,137 $ 410,396 $ 791,741
Leasehold Improvements 7,762,283 2,721,321 5,040,962
Computers & Other Equipment 2,056,192 1,406,807 649,385
Total $ 11,020,612 $4,538,524 $ 6,482,088

Advisory Fees - Advisory fees are mainly derived from the Company acting as agent in private
placements and capital markets transactions. In addition, the Company engages in corporate advisory
activity consisting of mergers and acquisitions and other advisory roles.

Service Fees - Service fees are derived from facilitating securities transactions for affiliates and are
recognized on an accrual basis over the period the services are rendered.



Transfers and Servicing of Financial Assets and Extinguishments of Liabilities - The Company
follows Statement of Financial Accounting Standards (“SFAS”) No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities - a Replacement of FASB
Statement No. 125," to account for transfers of financial assets and collateral. SFAS No. 140
establishes accounting and reporting standards with a financial-components approach that focuses on
control. Under this approach, financial assets or liabilities are recognized when control is established
and derecognized when control has been surrendered or the liability has been extinguished. In addition,
specific guidelines further distinguish transfers of financial assets that are sales from transfers that are

secured borrowings.

Receivables and Payables - Customers - Receivables from and payables to customers represent
balances arising in connection with securities transactions executed on a receive versus payment or

delivery versus payment basis.

Receivables and Payables - Brokers, Dealers and Clearing Organization - Receivables from and
payables to brokers, dealers and clearing organization include amounts receivable for securities not
delivered by the Company to a purchaser by the settlement date, and receivables and payables arising
from unsettled trades. Payables to brokers and dealers include amounts payable for securities not
received by the Company from a seller by the settlement dates. Amounts receivable from and payable
to brokers, dealers and clearing organization at December 31, 2007 consist of the following:

Receivables Payables
Securities failed-to-deliver/receive $191,648,414 $164,972,436
Capital Markets agent transactions 1,993,250 -
Futures 325,929 -
FICC forward margin deposit - 2,869,093
Equity commissions 79,932 -
Brokerage and clearing charges - 233,661

$194,047,565 $ 168,075,190

Foreign Exchange - Assets and liabilities denominated in non-U.S. dollar currencies are translated
into U.S. dollar equivalents using year-end spot foreign exchange rates.

Income Taxes — Income tax expense is provided using the asset and liability method under which
deferred tax assets and liabilities are determined based upon temporary differences between the
financial statement and income tax bases of assets and liabilities, using currently enacted tax rates.

3. RECENT ACCOUNTING DEVELOPMENTS

Uncertainty in Income Taxes

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”), “dccounting for Uncertainty in Income
Taxes.” FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with SFAS No. 109. FIN 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. The enterprise determines whether it is more likely than not that a
tax position will be sustained upon examination, including resolution of any related appeals or litigation
processes, based on the technical merits of the position. In evaluating whether a tax position has met the
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more-likely-than-not recognition threshold, the enterprise should presume that the position will be
examined by the appropriate taxing authority that has full knowledge of all relevant information. A tax
position that meets the more-likely-than-not recognition threshold is measured at the largest amount of
benefit that is greater than 50 percent likely of being realized upon ultimate settlement to determine the
amount to recognize in the Statement of Financial Condition. The adoption of FIN 48 did not result in
any material impact on the Company’s financial condition.

Fair Value Measurement
In November 2006, the FASB issued SFAS No. 157, “Fair Value Measurements. ” This statement defines

fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. SFAS No.157 is intended to create consistency in valuing ali assets and liabilities as
required by GAAP. The statement is effective for fiscal years beginning after November 15, 2007. The
Company does not believe adoption of SFAS No.157 in 2008 will have a material impact on its financial

position.

Fair Value Option

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities, " including an Amendment of FASB Statement No. 115 (“SFAS No. 159”). SFAS
No. 159 permits entities to choose, at specified election dates, to measure many financial instruments
and certain other items at fair value that are not currently required to be measured at fair value. A
business entity shall report unrealized gains and losses on items for which the fair value option has been
elected in earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years
beginning after November 15, 2007. The Company does not believe adoption of SFAS No. 159 will
have a material impact on the Company’s financial position.

SECURITIES AND CASH SEGREGATED UNDER FEDERAL REGULATIONS

At December 31, 2007, the Company segregated for the exclusive benefit of customers under Rule
15¢3-3 of the Securities and Exchange Commission, $993,112 of qualified securities. In addition, at
December 31, 2007, the Company segregated $50,000 in cash for the exclusive benefit of customers.

RELATED PARTY ACTIVITIES

The Company has transactions with affiliates, including MS. These transactions include facilitating
securities transactions, repurchase and reverse repurchase agreements, advisory services, clearing and
operational support. At December 31, 2007, assets and liabilities with related parties consist of the

following:

Assets;
Cash and cash equivalents $ 535,044
Securities purchased under agreements to resell 1,114,693,563
Receivables:
Broker/Dealer 7,424 525
Affiliates 7,705,045
Interest receivable 90,243
Other 77,039

Total $1,130,525,459




Liabilities:

Securities sold under agreements to repurchase $1,052,193,250
Short-term borrowings 425,000,000

Payables:
Broker/Dealer 799,992
Affihates 1,047,864
Interest payabte 517,733
Total $1,479,558,839

The Company has a $475 million commitied borrowing facility with the Bank of Tokyo-Mitsubishi UFJ, Ltd.
("BTMU”) used to finance a portion of its operations. At December 31, 2007, $425 million was drawn

down.

INCOME TAXES

Income taxes are recorded in accordance with the asset and liability method under SFAS No. 109,
“Accounting for Income Taxes,” which requires that an asset and liability approach be applied in
accounting for income taxes and that deferred tax assets and liabilities be measured for temporary
differences using currently enacted tax rates for temporary differences in the year they are expected to
reverse. In assessing the realizability of deferred tax assets, management considers whether it is more
likely than not that some portion or all of the deferred tax assets will be realized.

Net deferred tax assets of $826,489 are primarily attributable to the tax benefit of the temporary
differences between book and tax basis such as depreciation, amortization and pension liability.

The Company released its entire valuation allowance in the amount of $259,423 (gross amount) against
state and local deferred tax assets. It is the opinion of the Company that it is more likely than not that
these state and local deferred tax assets will be realized.

In addition to New York State and New York City taxes, the Company pays California taxes as well.
California taxes are computed on a unitary basis. Each entity included in the California unitary return
(collectively the “Group”) pays the California tax on its share of the Group’s income apportioned to
California. The Company made certain estimates with respect to the computation of its share of the
California income tax. There is no formal tax sharing agreement in place. Nonetheless, the Company
believes the method for allocating California income tax is systematic, rational and consistent with the
broad principles of SFAS No,109,

Net deferred tax assets as of December 31, 2007 have the following components:

Federal State & Local Total
Deferred tax asset $ 553,979 $ 294,665 $ 848,644
Deferred tax liability {15,083) (7,072) (22,155)
Net deferred tax asset $ 538,896 $ 287,593 $ 826,489

In accordance with FIN 48, the Company is not aware of any uncertain tax positions. There were no
uncertain tax positions as of the beginning of the period. There were no increases or decreases in
uncertain tax positions as a result of positions taken in a prior period or current period. Accordingly,
there were no uncertain tax positions at the end of the period.




The Company’s years open to examination by major jurisdictions are tax years ended February 2005
and forward for Federal tax purposes, tax years ended February 2005 and forward for New York State
tax purposes, tax years ended February 2005 and forward for New York City tax purposes and tax years
ended February 2007 and forward for California tax purposes.

RISK

Market Risk - In the normal course of business, the Company enters into riskless principal securities
transactions in order to meet client financing and hedging needs. The Company is exposed to risk of
loss on these transactions in the event of the client’s inability to meet the terms of their contracts, in
which case, the Company may have to purchase or sell financial instruments at prevailing market prices.
Settlement of these transactions did not have a material impact upon the Company’s Statement of
Financial Condition and the Company did not accrue a liability for these transactions.

Credit Risk - The contract amounts of reverse repurchase and repurchase agreements reflect the
Company’s extent of involvement in the particular class of financial instrument and do not represent the
Company’s risk of loss due to counterparty nonperformance. The Company’s exposure to credit risk
associated with counterparty nonperformance is limited to the amounts reflected in the Company’s
Statement of Financial Condition. Risk arises from the potential inability of counterparties to perform
under the terms of the contracts and from changes in interest rates. The settlement of these transactions
did not have a material effect upon the Company’s Statement of Financial Condition.

Customer Securities Transactions - In the normal course of business, the Company’s client activities
involve the execution and settlement of various securities transactions as agent. In accordance with
industry practice, the Company records client securities transactions on a settlement date basis, which is
generally within one to three business days after trade date. The Company is exposed to risk of loss on
these transactions in the event of the client’s inability to meet the terms of their contracts, in which case,
the Company may have to purchase or sell financial instruments at prevailing market prices. Settlement
of these transactions did not have a material impact upon the Company’s Statement of Financial
Condition and the Company did not accrue a liability for these transactions.

Collateralized Securities Financing Transactions - The Company enters into reverse repurchase
agreements, repurchase agreements and securities borrowed transactions. Under these agreements and
transactions, the Company either receives or provides collateral, including U.S. government and agency
securities. The Company receives collateral in the form of securities in connection with reverse
repurchase agreements and securities borrowed transactions. In many cases, the Company is permitted
to sell or repledge these securities held as collateral and use the securities to secure repurchase
agreements or enter into securities lending transactions. At December 31, 2007, the fair value of
securities received as collateral, prior to netting pursuant to FASB FIN No. 41 where the Company is
permitted to sell or repledge the securities, was $4,269,948,654 and the fair value of the portion that has
been sold or repledged was $3,779,492,081.

In the event the counterparty is unable to meet its contracted obligation to return securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at prevailing market
prices in order to satisfy its obligations. The Company seeks to control risks associated with repurchase
agreements by monitoring the market value of securities pledged on a daily basis and by requiring
additional colilateral to be deposited with, or returned to, the Company when deemed necessary.
Additionally, the Company establishes credit limits for such activities and monitors compliance on a
daily basis.



COMMITMENTS AND CONTINGENCIES

Leases - BTMU, an affiliate, leases office space to the Company. The Company also leases office space
directly. Obligations under such operating leases contain noncancelable terms in excess of one year.
Approximate aggregate annual lease obligations for office space are as follows:

Year Amount
2008 $ 2,312,226
2009 1,888,805
2010 1,880,774
2011 1,883,872
2012 1,905,306
Thereafter 16,805,775
Total $ 26,676,758

Financings — In the ordinary course of business, the Company has $1.2 billion of agreed financing
facilities to enter into reverse repurchase agreements with certain customers at current market rates. At
December 31, 2007, reverse repurchase agreements totaling $425 million were recorded in the
Statement of Financial Condition associated with these facilities. On January 23, 2008, $1 billion of the
aforementioned financing factlities expired and was not renewed.

9. FINANCIAL INSTRUMENTS AND FAIR VALUE INFORMATION

10.

11.

For cash and cash equivalents, repurchase and reverse repurchase agreements, securities borrowed, and
receivables and payables from brokers, dealers, clearing organization and affiliates, carrying values are
reasonable estimates of fair value. Taken together, financial instruments recorded at market or fair value
and financial instruments recorded at amounts which approximate market or fair value, represent
substantially all recorded assets and liabilities.

RETIREMENT PLANS AND OTHER POSTEMPLOYMENT BENEFITS

Eligible employees of the Company are covered under a defined benefit plan, postretirement medical
and life insurance benefits, and a 401(k) Savings and Investment Plan, sponsored by BTMU. Annual
contributions are based on an amount that satisfies ERISA funding standards. .

REGULATORY REQUIREMENTS

As a broker-dealer, the Company is subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1) under the 1934 Act, which requires the maintenance of minimum net capital
in accordance with a formula set forth therein. The Company calculates net capital under the alternative
method permitted by Rule 15¢3-1 which requires the Company to maintain net capital, as defined, at the
greater of 2% of aggregate debit balances arising from customer transactions pursuant to Rule 15¢3-3
under the 1934 Act, or $250,000. At December 31, 2007, the Company had net capital of $65,527,655
that was $65,277,655 in excess of the $250,000 requirement.
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12. OFF BALANCE SHEET RISK
In its capacity as a broker/deater, the Company wili, at times, enter into foreign currency forward
transactions to facilitate customer requests to scttle foreign denominated securities transactions in U.S,

dollars. The fair value of these transactions generally approximates zero due to the short-term nature of
the product. At December 31, 2007, there are no open foreign currency forward transactions.

kkkki
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Mitsubishi UF) Securities (USA), Inc.
1251 Avenue of the Americas
New York, NY 10620

In planning and performing our audit of the financial statements of Mitsubishi UFJ Securities
(USA), Inc. (the “Company”) (a wholly-owned subsidiary of Mitsubishi UFJ Securities Co., Ltd.)
as of December 31, 2007 and for the period March 1, 2007 to December 31, 2007 (on which we
issued our report dated February 26, 2008), in accordance with generally accepted auditing
standards as established by the Auditing Standards Board (United States) and in accordance with
the auditing standards of the Public Company Accounting Oversight Board (United States), we
considered the Company’s internal control over financial reporting (“internal control”) as a basis
for designing our auditing procedures for the purpose of expressing an opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC™),
we have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. This study included tests of
compliance with such practices and procedures that we considered relevant to the objectives
stated in Rule 17a-5(g), in the following: (1) making the periodic computations of aggregate
debits and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-
3(e)(including the practices and procedures followed by the Company in making the periodic
computations for proprietary accounts of introducing brokers (PAIB)); (2) making the quarterly
securities examinations, counts, verifications, and comparisons, and the recordation of differences
required by Rule 17a-13; (3) complying with the requirements for prompt payment for securities
under Section § of Federal Reserve Regulation T of the Board of Governors of the Federal
Reserve System; and (4) obtaining and maintaining physical possession or control of all fully paid
and excess margin securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements
in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Member of
Deloltte Touche Tohmatsu
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Because of inherent limitations in internal contro! and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a conirol does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of contro! deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entity’s internal control.

A material weakness 15 a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and control
activities for safeguarding securities that we consider to be material weaknesses, as defined
above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, Financial Industry Regulatory Autherity, Inc., and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered broker-
dealers, and is not intended to be and should not be used by anyone other than these specified
parties.

Yours truly,

END




